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SUBJECT: Snokeneter Credit

SUWARY OF BILL

Under the Personal |Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow a credit equal to 6.5% of the taxpayer’s gross
sal es during the year of certain heavy-dutysnokeneters manufactured in this
state.

SUWWARY OF AMENDMENT

The April 1, 1998, anendnents renoved the bill’s prior provisions relating to
certification of snokeneters and inserted the | anguage discussed in this
anal ysi s.

EFFECTI VE DATE

This bill would take effect inmediately upon enactnent and would apply to taxable
or income years beginning on or after January 1, 1998.

SPECI FI C FI NDI NGS

Federal and state laws allow a variety of tax credits and deducti ons designed to
pronote or influence specific taxpayer behavior. Neither federal nor state | aws
specifically allow a tax credit for the gross sales of a heavy-dutysnokeneter.
However, under both federal and state |laws, the cost to produce asnokeneter
woul d be capitalized as inventory and of fset against sales as a cost of goods
sol d.

Exi sting state | awprovi des a Manufacturer’s Investnent Credit for the purchase
or | ease of manufacturing equipnent. Existing state |aw al so provides speci al
tax incentives for taxpayers conducting business activities within econonic

devel opnment areas, including enterprise zones (EZs), |ocal agency mlitary
revitalization areas (LAMBRAs) and the Los Angeles Revitalization Zone (LARZ) and
targeted tax areas (TTA). These econonic devel opnent area incentives include a
sales or use tax credit generally applicable to the purchase of machinery and
machi nery parts.
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Under the PITL and the B&CTL, this bill would allow a credit equal to 6.5% of a

t axpayer’s gross sales during the year of any heavy dutysnokeneters manufactured
by the taxpayer in California that have been approved for use by the California
Air Resources Board (CARB)

Since this bill does not specify otherw se, the general rules in incone tax |aw
regarding the division of credits anpng taxpayers who share in the costs would
apply. This credit would not reduce regular tax below tentative mninumtax for
alternative mnimumtax purposes.

Pol i cy Consi derations

Most credits are allowed based on a percentage of a cost paid or incurred
(i.e., provide an incentive to help defray actual costs). However, this

credit would be allowed based on the “gross sales” (incone) by a taxpayer
and bears no relationship to actual expenses.

This bill grants a credit based on gross sales, but conditions that credit
by requiring the taxpayer to manufacture snokeneters in California. The
result may be viewed as an indirect subsidy to local (California)business
whi ch di scrimnates against interstate conmerce. As such, it may be subject
to constitutional challenge under the Commerce Cl ause of the United States
Constitution.

It is unclear whether the author intends that this bill require that a

t axpayer manuf acture snokeneters entirely in California in order to receive
a credit or whether a snokeneter assenmbled in California fromparts nade
outside of California could qualify for credit. As witten, the California
manuf acturer mght only assenble parts nmade outside California or outside
the United States and receive a credit based on the sales price.

Al though this bill would require that asnokeneter be approved for use by
the CARB, it would not require that the snokeneter adhere to the nobst recent
CARB requirements. Therefore, it is unclear whether a taxpayer could
receive a credit for sales of snokeneters in other states that may no | onger
be used in California.

Most credits contain a sunset date so the Legislature may review their
effectiveness. This bill does not contain a sunset date.

| npl enent ati on Consi derati ons

The term “gross sales” is not defined. Since this termis not generally
used in incone tax law, a definition should be provided to ensure that

di sputes do not arise between taxpayers clainmng the credit and the
departnent as to what anmount can be clained for the credit.

Techni cal Consi deration

The author’s staff has indicated that the bill is intended to allow a credit
for gross sales of snmokeneters used to neasure eni ssions fromheavy duty
trucks. However, the bill uses the undefined term “heavy duty

smokeneters,” which may be m sleading since it could refer to aheavy duty
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pi ece of equi pnment designed to test snoke on any vehicle. A better
description may be of a snokeneter used for testing heavy duty vehicl es.

FI SCAL | MPACT

Departnmental Costs

This bill is not expected to significantly inpact the departnment’s costs if
the inplenmentation concerns addressed in this analysis are resol ved.

Tax Revenue Esti mate

The maxi mum i npact under the B&CTL is given below Due to disclosure
constraints (discussed below), the departnment is not able to provide applied
credits against available tax liabilities.

Fi scal Year Cash Fl ow
Taxabl e Years Begi nning After Decenber 31, 1997
Enact nent Assuned After June 30, 1998

$ MIlions
1998-9 1999- 00 2000- 01
(m nor*) (m nor*) (m nor*)

* Loss of $500, 000

Thi s anal ysis does not consider the possible changes in enploynent, persona
i ncome, or gross state product that could result fromthis measure.

Tax Revenue Di scussi on

The revenue inpact for this bill would be determ ned by the nunber of

t axpayers that manufacture qualifiedsnokeneters in California, the sales
price, the nunber of units sold, and the average amobunt of credits that can
be applied against available tax liabilities.

This estimte was developed in the followng steps. First, according to
CARB, currently only two conpanies inCalifornia manufacture a snokeneter
that nmeets the prescribed standards of SAE J1667, currently required by CARB
for smokeneters. Second, according to the sanme unit, the total number of
snmokenmeters that may be sold is approximtely 1,500 for 1998. Third, the

average price of a snokeneter is $5,000 with a useful life of five years.
Fourth, the total nunmber of snokenmeters sold was nultiplied by the average
price. Thus, the total sales would be approximately $7.5 mllion for 1998

(1,500 x $5,000). Fifth, the credit anmpbunt was cal cul ated at 6.5%
generating maxi mum credits of $500,000 for 1998 ($7,500,000 x 6.5% . Sixth,
the average price was increased 5% per year to reflect the increase in costs
of snokeneters. Because there are only two conpanies involved, the
departnment is unable to disclose the anbunt of credit that could be applied.

BOARD POSI TI ON

Pendi ng.



